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ABSTRACT
This research is about a study on relationship between external debt and total trade
in economic growth in Malaysia. Factors such as external debt and total trade have
been identified in order to investigate whether or not these factors have a relationship
with economic growth. The problems that a researcher wants to study are how
economic growth will be affected by the accumulated external debt in Malaysia from
year 1975 to 2005. Besides that, the researcher also wants to study how total trade
in Malaysia affected economic growth. This study also wants to discover the
relationship between external debt and total trade on economic growth in Malaysia.
Data are analyzed by using Pearson correlation, Durbin-Watson, mean square, F-
value, R Square and coefficient of variables as well as gap analysis through SPSS
Program.
External debt and total trade are known as the major contributors to the economy of
a nation. This study examines the role of these two variables in the economic growth
in Malaysia by using a Malaysia time series data covering a period of 30 years (1975-
2005). The results show that total trade is associated positively with the economic
growth and statistically significant, but external debt is associated negatively with
economic growth but significantly at 0.05 level. It can be inferred from these results
that the external debt has not been utilized properly so as to make it a contributor to
economic growth in Malaysia. Besides that, results also do not sup~ort the model
equation that the external debt contributes to the economic growth positively.
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CHAPTER ONE
INTRODUCTION
Economic growth is a fundamental issue in the global economy. Economists
generally use the term economic growth to refer to the increase overtime in Gross
Domestic Product (GOP). From the GOP table, the GOP of the Malaysian economic
grew rapidly especially during 1990 1995
(bttp://www.state.gov/v/palei/bgn/2777.htm#econ ). The growth of GOP during 1988
to 1989 and 1990 to 1995 is considered the longest sustained economic growth. That
shows Malaysian economy has undergone significant transformation and rapid
growth.
When there is growth, the increase in income can be easily redistributed among
deserving groups. However if the economy is stagnant (Le. no growth), redistribution
of income is harder, this can give rise to unhappiness and dissatisfaction in the
economic environment.
Malaysia is a resource rich country. In the early days of her independence, the
economy relied to a large extent on exports of primary commodities, such as rubber
and tin. Rubber accounted for two-thirds and tin for one-fifth of total exports in the
1960s. Nevertheless, during the last three decades, the economic growth in Malaysia
was accompanied by considerable changes in the sectoral composition of GOP.
While agriculture remained a significant sector in the economy, the manufacturing
sector emerged as the most important sector to the country since the implementation
of the Pioneer Industries Ordinance in 1958. The contribution of agriculture to GOP
fell from 31.5 percent in 1963 to 12.7 percent in 1996, while the manufacturing
sector's contribution to GOP increased from 8.3 percent in 1963 to 34.5 percent in
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